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Earnings Soar Despite Concerns Over Unvaccinated in Industries Most Affected. 
September 2021 Market and Economic Update 

2nd Quarter Earnings Soar: 2nd quarter 2021 
earnings were up about 95.6% year-over-year. 
With 497 of the S&P500 companies reporting, 
87.7% have beat analyst estimates -  the highest 
percentage since FactSet began tracking this 
metric in 2008! Companies in all 11 sectors beat 
estimates and earnings growth ranged from 
12.7% (Utilities) to 370.1% (Consumer 
Discretionary) Source: I/B/E/S data from Refinitiv 9/3/2021.  

This large growth in Consumer Discretionary 
appears to reflect the hope that with the vaccine 
the economy would return to near normal.  That 
has reversed now with the large number of 
unvaccinated, especially the many who for political 
reasons refuse to protect themselves, families and 
others who come in contact with them. This 
primarily affects companies in the restaurant, 
entertainment, and travel sectors.  

3rd Quarter Earnings Estimates Increased: 
The third quarter marked the fourth-largest 
increase in the EPS (earnings per share) 
estimate - for S&P500 companies - during the first 
two months of a quarter since 2009. It also 
marked the fifth straight quarter in which the EPS 
estimate increased during the first two months of 
the quarter.  Only 3 sectors reported declines, led 
by Consumer Discretionary. This of course shows 
the inability to get more folks vaccinated.  Source: 

Factset 9/3/2021 

With the Delta variant the idea of “herd immunity” 
is probably not realistic. 90%+ of the hospitalized 
and deaths are among the non-vaccinated.  
However, there are some breakthrough infections 
among fully vaccinated, but rarely do they need 
hospitalization let alone lose their lives.  

US Job Openings Hit Another Record High: 
Job openings in the US rose to a record high for 
the fifth consecutive month in July (latest JOLTS 
data released 9/8/2021) as demand for workers 
still outpaced hiring. 

Openings shot higher through the spring as 
businesses faced unusual difficulty in hiring. The 
phenomenon — quickly deemed a nationwide 
labor shortage — was fueled by factors including 
enhanced unemployment benefits, school 
closures, and virus fears. As businesses 
prepared for reopening and a wave of spending, 
jobless Americans were in no rush to get back to 
work. Job openings continued to exceed 
available workers despite the creation of 1.1 
million payrolls in July. 

Corporate Profits Soar While Economy is 
Downshifting: U.S. economic activity 
“downshifted” in July and August because of 
rising concerns about COVID’s Delta variant, as 
well as supply-chain problems and labor 
shortages, according to the Federal Reserve’s 
survey of the country’s business conditions  
released 9/8/2021. The slowdown was largely 
attributable to a pullback in dining out, travel and 
tourism in most parts of the country, reflecting 
concerns about the spread of the Delta variant. 
However, productivity expanded to help 
corporate profits.  

What Happened to the Rotation to Value & 
Small Caps?  Unfortunately as I reported in detail 
in earlier updates, the rotation was based on the 
expectation that more would be vaccinated, 
which would start a stronger recovery cycle which 
typically favors value and smaller companies. 
Value outperformed until a few months ago, when 
the large cap growths (even with their high 
valuations) took over the leadership again.  

T.RowePrice did a good summary: “Markets 
entered 2021 amid optimism as public health 
officials gained access to multiple vaccines to 
fight the global coronavirus pandemic. We 
expected vaccine developments to be 
gamechangers as manufacturing accelerates, 
distribution and administration issues are 
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resolved, and mass inoculations hopefully lead to 
the desired herd immunity. 

“Have you missed the rotation to value? In our 
opinion, the short answer is no. First, relative 
valuations still look stretched toward growth 
despite the rally in value stocks. Our expectations 
for more robust economic growth in the latter half 
of 2021 should favor value over growth. 

“Currently, our Asset Allocation Committee favors 
U.S. value stocks over growth in multi-asset 
portfolios…. More cyclical value stocks could 
benefit from pent-up demand, economic 
improvement, higher interest rates, and fiscal 
stimulus. Relative valuations still favor value 
stocks even after their rally. 

“Against this backdrop, now may be a good time 
to think about positioning investment portfolios for 
a post-pandemic economy.” 

Action Plan Recommendations  
I can discuss with you individually 
specific recommendations based 
on your goals, objectives, and risk 
tolerance.  

Most clients and I have been overweighted in 
growth stocks. We have been richly rewarded 
with mostly good returns over many years. Until 
recently. 

Consequently, this may be the time to consider 
taking some gains of your growth investments 
and reposition more into the underloved-until-
now value sector.  

My recommendation would be to combine some 
conservative large-cap value equities with some 
small-cap value equity investments. 

Further, small caps have historically led in market 
recoveries. Looking at the past three recessions 
from the market low and forward 12 months,  the 
Russell 2000 Small-Cap index has risen about 
38% while the S&P 500 index is only up 22%. 

US Small-Mid Caps often have the potential for 
faster growth, and with so many more smaller 
companies than large, good research can 
potentially find hidden gems. Smaller companies' 
stocks are often more volatile with less trading 
volume, but have rewarded investors over the 
long term. 

In general, I always suggest investors have a 
diversified portfolio – typically combining growth 
and value sector allocations -  using managers 
with long-term track records of outperformance 
compared to the category they invest in and the 
risk taken (Alpha vs. Beta in investment terms) – 
not just raw returns. 

I avoid “dumb” index funds with no stock selection 
based on individual company outlooks, or ETF’s 
(only make sense for traders, not investors). For 
those seeking income or for the more 
conservative allocation in a diversified portfolio, I 
would suggest various bond alternatives, without 
the interest rate risk of many bonds at this point 
in the economic cycle. 
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